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OATH OR AFFIRMATION , _ |
i
I, Robert Corne, swear {or affirm) that, to the best of my knowledge and belief the accompanying ﬁnanmal stalement and supporting, schedules
pertaining to the firm of Howe Barnes Hoefer & Arnett, Inc. as of September 30, 2006, are true and correct. | further swear {or afﬁrm) that nenher
the company nor any partner, proprietor, principal officer or dire clor has any proprietary interest in any account classified solely as thal of a customer.
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is report™ contams (check all applicable boxes): e . o )
(a) Facing page. Tt TR e
(b) Statement of Financial Condition. e Ty 7
(c) Statement of Income (Loss). - ' ! ,
(d) Statement of Changes in Cash Flows. 1 ‘
{e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor's Capital. ' ' i
{f) Slatement of Changes in Liabilittes Subordinated to Claims of Creditors. '
() Computahon of Net Capilal. !
{h) Computatlon for Determination of Reserve Reqmrenents Pursuant to Rule 15¢3-3. L
{i) Informahon Relating to the Possession or control Reguirements Under Rule 15¢3-3. | '
i A Reoonc:llatlon including appropriate explanauon of the Computation of Net Capital Under Rule 15¢3-1 and the Computation for i
Determmauon of the Reserve Requirements Under Exhibit A of Rule 15c3-3. |
k} A Reconc:hahon between the audited and unaudltec Slatements of Financial Condition with respect to methods of consolidation. |
() AnOath or Affirmation. - '
{m) A copy of lhe SIPC Supplemental Report. |
{n) Areponrt descrlbmg any material inadequacies founc to exist or found to have existed since Hlm dale of the previous audit. I

(o) Independent Auditor's Report on Internal Contral. _ |
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*For conditions of cqnﬁdenﬁaf treaiment of certain portions of this filing, see section 240.17a-5(e)(3). ' |
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McGladrey&PuIIen - . ;

3 Cerhﬁed Public Acceuntants _ !

Independent Auditor's Report

|
To the Board of Directors !
Howe Bamnes Hoefer & Amett, Inc. }
Chlcago [Hlinois |
!
We have audited the accompanying consolldated statement of financial condition of Howe Bames Hoefer & Amett,
Inc. and subsidiaries {collectively, the "Compa1y } (formally known as Howe Barnes Investmenls, Inc.) as of
Sep!ember 30, 2006, that you are filing pursuc nt lo rule 17a-5 under the Securities Exchange Act of-1934. -This
ﬁnancnal statement is the responsibility of tlhe (Company's management, Our responsxbhty is to express an opinion
‘on this financial statement based on our audit. |

We cond ucted our audit in accordance wﬂh auditing standards generally accepted in the United States of America.
Those standards require that we plan and ‘perform the audit to obtain reasonable assurance about whether the
consolldated statement of financial condmon i free of material misstatement. An audll includes examining, on a test
basns evidence supporting.the amounts and d'sclosures in the consolidated statement of financial condition. An

audit also includes assessing the accountmg grinciples used and significant estimates made by management, as well

as evaluating the overall consolidated statement of financial condition presentation. We believe that our audit

provides a reasonable basis for our gpinion. .
e - t .

In our opinion, the consolidated statement of financial condition referred to above presents fairly, in all material

respects, the financial position of Howe Barne s Hoefer & Amelt, Inc. and subsidiaries as of September 30, 2006, in

conformlty wilh accounting principles generaliy accepted in the United States of America.

. %%//Mtﬁ/ ceP

b

Chicago, illingis ;

November 9, 2006
'

| .
McGladrey & Pullen, LLP is a member firm of RSM Internationad —
an afﬁl'iaﬁon of separate and independent legal enlilies.,
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. IHowe Bames Hoefer & Amett, Inc.

Conéolldated Statement pf Fmancml Condition

a September 30, 2006

. The aocompanylng notes are an integral part of this consolidated statement of financial condition.

-Assets |

Cash ; 379,361

Cash at clearing broker ' 888,464

Receivable from broker-dealers . 2,798,600

‘Securities owned ; 10,600,096

Secured demand note receivable | 2,000,000 -

Furmture equipment and leasehold i |mproverr ents, 1 :

Iess accumutated depreciation and amortization of $1,750,158. [ 2,066,059

Other receivables ‘ : 1,627,481

Investments | 3,962,927

'Other assels | 681,481

i [
" Total assets ! 24,904,469
Ik ¥
Liabilities and Stockholders’ Equity ll
[

Llabllltles |

. Payable to broker-dealer | 3,496,870
Seguntles sold, not yet purchased | 747,383
Deferred tax liabilities, net 370,811
Actounts payable and accrued expenses J 4,708,435

" | I
' Total liabilities ! 9,323,599
» - & |

Liab_illities Subordinated to Claims of Genéral Creditors ' 2,586,666

o |

Stockholders' Equity '

Pr'efterrgd stock, $100 par value; authorized 100 shares; :
87 shares issued and outstanding 8,700
Common stock, $50 par value; authorized €00 shares; . '

- issued 470 shares; outstanding 347 shares i 23,500
Addltlonal paid-in capital ' \ 5,293,986
Retained earnings , 10,435,600
Less stock in treasury, at cost (123 shares) ' (2,767,582)

" 12,994,204
| |
. Total liabilities and stockholders’ equity 24 904,469




Howe Barnes Hoefer & Arnett, Inc.

Notes to Consélidated Statement of Financial Condition

Note 1 Nature of Business and Significant Accounting Policies !

Howe Barnes Hoefer & Amett, Inc. {the “Com;eny } (formally known as Howe Bames Investments Inc.} is a broker-
dealer registered with the Securities and Exch ange Commission (*SEC"} and the National Association of Securities
Dealers, Inc. ("NASD"). The Company's customer securities transactions are cleared through another broker-dealerl
on a fully disclosed basis. The Company also participates i in securiiies underwritings. ! . |
i ;
The Company has three wholly owned subsidiaries, HBI Investment Funds, LLC, which serves as generat partner for

- two limited partnerships that invests in securitizs of financial institutions and Howe Bames Capital Management, Inc.

and Hoefer & Amett Capltal Management, Inc., both of which are registered mvestment advisors with the SEC.

1
The Company operates under the provusmns ¢f paragraph {k)(2)({ii) of rule 15¢3-3 of the SEC and, accordingly, is |
exempt from the remaining provisions of that rile. Essentially, the requirements of paragraph (k)(2)(ii) provide that
the Company carry no margin accounts, promplly transmit all customer funds and deliver all securities received in
conjunction with its activities as a broker-dealer and does not hotd funds or securities for or owe money or securities
to customers |

Significant accounting policies are as follows. [

Accounting estimates: The preparation of financial statements in conformity with gene'ral!y accepted accounting '
principles requires management {o make estjmates and assumptions that affect the reported amounts of assets, !
liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the reported | -
amounts of revenues and expenses during the report:ng period. Actual results could differ from those estimates. j
|
Basis of presentation: Under the terms of an Agreement and Plan of Merger (the *Agreement’), effective August 1,
2006, Howe Bames Investments, Inc. acqunrefl all of the outstanding stock of Hoefer & Amett, Inc. In conjunction
with the Agreement, the surviving entity's namz was changed to Howe Bames Hoefer & Amett, Inc.
|
Principles of consolidation: The consolidated financial statements include the accounts of Howe Bames Hoefer &
Ametl Inc., HBY Investment Funds, LLC, How:: Barnes Capital Management, Inc. and Hoefer & Amett Capital
Management Inc. All significant intercompany transactions and accounts have been ehmmated in consolidation.

Revenue recognition; Securities transacllons and related revenue and commission revenue and related expenses
are recorded on a {rade-date basis. Underwnnng and investment banking revenue are recognized as eamed.
Management fee and incentive fee income is recognized on the accrual basis. inferest income and expense are
recognized on the accrua! basis.

Securities and investments: The Company has various long-term investments that consist of marketable and ;
somelimes restricled equity securities and limited partnership investments. Equity securities are either valued at the!
lasl reported sales price on the exchange or quotation system on which the securities are principafly traded, or if not
publicly traded, valued at cost, which approxm iates fair value. The investments in limited partnerships are valued
using the equity method of accounting under vihich the net income (loss} of the partnerships is recognized in the
Company s consolidated statement of operatic ns.

Fumiture, equipment and leasehold improvemants: Furniture and equipment are recorded at cost and depreciated
on a straight-line basis over the estimated useful lives of the assets. Leasehold improvements are amoruzed ona
straight-line basis over the lease term.

[l
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Howe Barnes Hoefer & Arnett, Inc
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“and accordtngly was recorded as goodwrll antl included in other assets on the consolidated statement of financial
“condition.

Notes to Consolidated Statement Aof Financial Condition

Note '1 Nature of Business and Sig’;nit” cant Accounting Policies (continued)‘ !

Income taxes: -Deferred taxes are provrded or.a liability method whereby deferred tax assets are recognized for
deducttble temporary differences and deferred tax liabilities are recognized for taxable temporary differences.

T emporary differences are the differences!between the reported amounts of assets and liabilities and their tax bases.

Deferred tax assets are reduced by a valuation allowance when, in the opinion of managernent it is more likely than
not that same portion or all of the deferred tax assels will not be realized. Deferred tax assets and liabilities are
adjusted for the effects of changes in tax laws and rates on the date of enactment.

Recent Accounting Pronouncement: In June 2006, the FASB issued FIN No. 48, Accountrng for Un certarnt‘y in
Income Taxes — an Inferpretation of FASB Statement No. 109. This interpretation clarifies the accounting and
financial statement reporting for uncertalnty in income taxes recognized by prescribing a recognition threshold and
measurement attribute for a tax position laken or expected lo be laken in a tax return. iThe interpretation is effective
for the Campany on October 1, 2007 (Ftscal Year 2008). Management is currently evaluattng the provisions of FIN
48 and its potential effect on its consolidated financial statements.

. |

In September 2006, the FASB issued SFAS No. 157, Fair Value Measuremenis. SFAS 157, among other things,
defi nes fair value, establishes a framework far measuring fair value and enhances drsclosures about fair value
-rneasurements required under other accountrrg pronouncements, but does not change existing. guidance as to
'whether or not an instrument is carried al fair value. SFAS 157 is effective for the Company on October 1, 2008
(Frscal Year 2009). Management is currentIy evaluating the provisions of SFAS 157 and its potential effect on its
‘consohdated financial statements. l

‘The FASB Emerging Issues Task Force lssue 04-05 (“Issue 04-05) provides that, if a general pariner controls, as
‘defined, a limited partnership, then that Irmrtec partnership’s financial statements should be consalidated into the
‘general partner's financial statements. Issue 1M4-05 is effective for the Company on October 1, 2006 (Fiscal Year
2007). Management currently does not betieve Issue 04-05 will have a material effect on its consolidated financial

statements |
|

‘Note 2. Acquisition !

‘ Effectwe August 1, 2008, Howe Barnes Inve51 ments, Inc. acquired all of the outstandtng stock of Hoefer & Arett,
Inc. ( H&A™, The results of H&A's operattons nave been included in the consolidated financial statements since that
date' The aggregale purchase price was app oximately $1.9 million, paid in common stock of the surviving entity
with shareholders of H&A receiving 47 shares of the Company’s common stock and $576,605 in cash for fractional
shares. The acquisition has been aocounted ‘or under the purchase method of accounting for business
oombrnatrons with the purchase price aIIocatt'd to H&A's net assets based on their esttmated fair values. The
excess of the purchase price over the esttmat=d fair values of the net assets acquired ,was approximately $203,000
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.Notes to Consolidated Statement of Financial Condition ) |
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”Note 3 Receivables From and Payables to Broker-Dealers '

condition.

S , - |
Hoinh? Barnes Hoefer & Arnett, Inc. . R

t
i |

Al September 30, 2006, receivable from broker-dealers consists of cash and oommrssron receivable of $2,798, 600 !
Payable to broker-dealer represents margin borrowings. ) - ;

Pursuant to the Company's clearing agreement with First Clearing Corporatron the Company is required to maintain
a deposit of $500,000, which is included i in cach at clearing broker on the consolrdated statement of fi nancral

i
Notel i4 " Securities Owned and Securities Sold, Not Yet Purchased '

—_——

|

The secuntres and other financial mstruments held by the Company are reported in the statement of financial
oondltlon at market or fair value, or at carryrng amounts which approximate fair value. Unrealrzed gains and losses
on these positions are reflected in the consolicated statement of Operatlons |

|
Secuntres owned and secuntres sold, not yet purchased at September 30, 2006, constst of:

[ Sold;
;! . B Not Yet
R ' Owned - Purchased
Stocks and warrants, marketable, atmarket value . $ 10.()03,831 $ 747,383

Stocks and warrants, not readily marketable at cost 596,265 -
$ 10600096 § 747,383 |

Note 5 furniture, Equipment and Leasehold Improvements -

!
t
|
Fumrture equipment and leasehold improvemznts at September 30, 2008, consrst of:
I - [
|
|
|
[

Furnrture and equrpment $ 3148418
Leasehold improvements 667,799
Accumulated depreciation and amortization (1,750,158}

| $ 2,066,059

Note 6. Llabrlmes Subordinated to'the Claims of General Credrtors i

‘The! borrowmgs urlder subordinated agreements at-September 30, 2006 are oompnsed of a secured demand note
and multrpte subordrnated loan agreements. The secured demand note represents a cot[ateral agreement with an
employee in the amount of $2,000,000. The rote pays interest at eight percent per annum and matures on
‘November 30, 2007. The subordinated Ioan agreements represent seven agreements with two employees totaling
$586 666. The agreements pay a fixed interest rate {currently 10 percent) and mature on July 31, 2008.

The subordinated borrowings are available in omputing net capital under the SEC's unlform net capital nde. To the
extent that such borrowings are required for the Company's continued compliance with minimum net capital

Tequirements, they may not be repaid. : |
|

! . !
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‘Note 8. Stock-Based Compensation Pfans _ . !
|

i

) Stoqig option aclivity during the year is as follows:

Howfe Barnes Hoefer & Arnett, Inc. ' o . l

1Notfe's to_consolidated Statement of Financial Condition

i b
|

|Note 7..  Defined Cortribution Benefit Plan

The Company has a defined contribution bene fit plan {Profit Sharing Plan) covering substanhauy all of its employees.
‘The Company matches employee contribitiors and may also make dlscretlonary COHtﬂbUUOl\S to the Profit Sharing
Plan .

b

“Stock Option Plan

In 1998 the Company adopted a stock opllon plan (Stock Option Plan) pursuant to which the Company's Board of
D:reclors could grant stock options to offi cers and key employees. The Stock Option Plan duthorized grants of
opllons to purchasé up to 100 shares of authonzed but unissued common stock or treasury stock. Stock options
|were granled with an exercise price equal to the stock’s fair market value at the date of grant. All stock options have
len- year terms and vesl and become fully exe tcisable aﬂer five years from the date of grant

Dunnlg the year ended September 30, 2005 the Company chose o account for stock- based employee compensatio
in accordance with SFAS No. 148, Accountmg for Stock-Based Compensatron Transmon and Disclosure, an
amendmenr of SFAS No. 123, using the prospectlve method. The prospective method recognizes employee
compensallon cost from the beginning of the tiscal year in which the recognition prowsnons are first applied. The fair,
value based method was used o delermlne thie amount of compensation cost the Company recorded for the year
ended September 30, 2006. Fair value was ‘ditermined by taking the monthly net book value of the Company's
comrnon stock less the average strike pnce of the remaining options outstanding. The amount derived from that
calculatlon was multiplied by the remammq monthly oplions outstanding to arrive at lhe total compensation expense
:ncurred by the Company for the year ended S eptember 30, 2006. I

In March 2003, the Company's Board of Dlrec ‘ors voted to terminale the Stock Optlon Plan. As aresult of the
tenmnatnon of the Stock Optlon Plan, no future stock options will be granted.

=

i
i
i
[
|

. ] Weighted-

‘ Average

Numper of Exercise

Shares Price
Balance at September 30, 2005 ‘2010 § 17548
Granted b -
Exercised L -
. Forfeited or terminated . {0.20) 17,527
Expired '

| - -
, Balance at September 30, 2006 119.90 17,527
[ ] . |

1AL S:eiptem ber 30, 2006, the remaining contractual life of outstanding options was 3- 1!2I years.
AN R

A ' I

I | |
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— Note 9 Commltments -and Contmgent Llabrlrtles

g The Company had recerved abatements of rent on its office facililies leases which provrde for annual incremental

'in con]unctlon with the Agreement drscussed i Note 1, contingent payments payable over a three-year period may

.In thelnormal course of busrness the Company i is suhject to various litlgatron and arbltratron matters. These matters

'
't

i
Notels to Consolidated Statement of Fmanma! Condrtron

|| - . !
,

|
Mlnlmurn annuat rentals under noncancelabte leases for office space which expire through June 2014, exclusive of
addrtronal payments which may be required fo? operalting and maintenance costs, are as follows:

Years ending September 30:

|
oo '
[ i

[

!
2006 ' $ 1,180,259
2007 } 1,218,562
2008 | 1,204,919
2009- | 1,202,930
2010 | 1,194,689
2931 and thereafter ' | 2,784,480
¥ 5 $ 8785859
| r
|

mcreases in rent over the term of the tease For financial reporting purposes, lease expense is recognlzed ona
strarght -{ine basis over the term of the Iease Deferred rent is recognized for the dlfference between lease expense
and the rent paid over the term of the Iease At September 30, 2006, included in accounts payable and accrued
expenses is $589, 524 related to the aforementioned deferred rent. |

At Se'a})tember 30, 20086, the Company had ia letter of credit for $800 000 to satisfy a deposrt requirement for the office
lease: This letter of credrt is collateralized by certain securities and matures ‘on June 30, 2010

The terms of the Company s prefemed stock piovide if the agreement between the Company and the preferred
shareholder is terminated or the Company is sild, the preferred shareholder has the optron to require the Company
to purchase its interest in the preferred stock at book value within 25 days of the termiriation of the agreement or sale
of the Company, unless the purchase would violate the net capital rules of the SEC

be requrred to be paid based upon meeting certain spemﬁed provisions of the Agreement

are vigorously defended and managementlbelr sves numerous meritorious defenses exrst Management does not
betreve the éventual outcome of this htrgatron in the aggregate will have a material adverse effect on the Company's
fi nanc:al statements.
! i
'
‘ ]
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Howe Barnes Hoefer & Arnett, Inc. . i

Notes to Consolidated Statement of Financial Condition

-minimum net capital. The Company has electd to use the aliernative net capital method permitted by rule 15¢3-1,

Note 10.  Related Party Transactions

One of the Company’s subsidiaries, HBI Investment Funds, LLC, is general pariner to two limited partnerships, of
which the Company and HBI Invesiment Fund',, LLC have equity interests in the limited partnerships totafing '
$928,613 and $798,047, respectively, at Seple mber 30, 2006. The general partner is required lo maintain its initial
contribution of one percent of the original limited pariner commitments within each partnership. :

oo !
The Company refers and generates business far an entity that is a preferred shareholder in the Company.

+

Note11.  Financial Instruments with Off-Balance-Sheet and Market Risk

Customer transactions are infroduced to and ¢ eared through clearing brokers on a fully disclosed basis. Under the '
terms of its clearing agreement, the Company is required lo guarantee the performance of its customers in meeting |

contracted obligations. Such transactions may expose the Company to significant off-balance sheet risk in the event
margin requirements are not sufficient to quy cover losses that customers may incur. In the event the customer falls.
to satisfy its obligations, the Company may be required to purchase or sell financial instruments at prevailing market | i
prices to fulfill the customer's abligations. In cunjunct:on with the clearing brokers, the Company seeks {o control the
risks associated with its customer actmttes by requiring customers to maintain coltateral in compliance with various |
regulatory and intemnal guidelines. Cornphance with the various guidelines is monitored daily and, pursuant to such |
gmdehnes the customers may be required to deposit additional coliateral or reduce posmons where necessary.

The Company does not anlicipate nonperfgnn;mce by customers or ifs clearing broker. In addition, the Company
has a policy of reviewing, as considered necessary, the clearing brokers with which it conducts business.

The Company has sold securities that it does riot currently own and will therefore be obhgated to purchase such
securities at a future date. The Company has secorded these obligations in the fi nancnal stalements at
September 30, 2006, at market values of the related securities and will incur a loss if the market value of the
securities increases subsequent to Septemiber 30, 2006. The Company monilors such risk on a daily basis.

' [
The Company's financial instruments that are exposed to concentrations of credit risk consist primarily of cash. The
Company maintains its cash accounts wuth on¢: financial institution. The total cash balances of the Company are
insuréd by the Federal Deposit Insurance ("orporatlon {FDIC} up to $100,000 per deposﬂor per bank. The Company
had cash at September 30, 2006 that exceeded the balance insured by the FDIC. The Company monitors such
credll risk and has not experienced any losses related to such risks. ;

Note$2.  Net Capital Requirements

l
|
The Company is subject to the SEC Uniform Net Capital Rule (SEC rule 15¢3-1), whlch requires the maintenance of

which requires that the Company mamtam'net capital equal to an amount not less than $2,500 for each security in

which the Company makes a market based on the average number of such markets made by the Company using the
30 days immediately preceding the computatlc n date, not to exceed $1,000,000. At September 30, 2006, the !
Company had net capital of $4,559,933, which was $3,559,933 in excess of its required net capital of $1,000,000. .
The net capital rules may effectively restrict the payment of cash dividends to the Company’s shareholders. ;




